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TO:  THE OFFICIALS OF STATE OF INDIANA 
 
 We have audited the financial statements of the State of Indiana as of and for the year ended June 30, 
2004, and have issued our opinion thereon dated December 28, 2004.  The financial transactions of the State 
of Indiana are reflected in the State of Indiana’s Comprehensive Annual Financial Report (CAFR). 
 
 In planning and performing our audit, we considered the internal controls over financial reporting in 
order to determine our auditing procedures for the purpose of expressing our opinion on the financial 
statements and not to provide assurance on the internal control over financial reporting.  However, we noted 
certain conditions in the design or operation of one or more of the internal control components that, in our 
judgment, need to be addressed by management to strengthen their internal controls. 
 
 The internal control conditions are disclosed in the following audit results and comments. 
 

STATE BOARD OF ACCOUNTS 
 
December 28, 2004 
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STATE OF INDIANA 
AUDIT RESULTS AND COMMENTS 

June 30, 2004 
 
 

 
LOCAL OPTION INCOME TAXES 
 

A material portion of the local option income tax (LOIT) revenues collected by the Department of 
Revenue (DOR) on behalf of counties is withheld from employee paychecks by employers and remitted to 
DOR throughout the year.  Employers do not provide county breakouts for these payments.  The DOR is 
unable to determine the specific county breakouts until amounts withheld and remitted in the current year are 
processed on individual tax returns filed in the following year.  Therefore, real-time information is not available 
for LOIT revenues. 
 

The State Budget Agency (SBA) records monthly LOIT revenues, distributions, and compounded 
interest by county on its system.  In the absence of real-time information, SBA records an estimate of current 
period revenue until the processed amount is confirmed in the subsequent year.  Prior to July 1, 2002, this 
estimate was based on revenue forecasts also used by SBA to recommend the certified distribution for the 
subsequent year.  Under existing law, certified distributions are based on processed amounts, not forecasts.  
Therefore, the most recently available information regarding processed amounts is now used to estimate 
current period revenue until updated amounts become available in the subsequent period. 
 

In the absence of real-time information, deposits recorded on the Auditor of State (AOS) system for 
LOIT fund/centers represent transfers from the General Fund to cover certified distributions, not actual reve-
nues.  Revenues, and the corresponding interest imputed to counties, are recorded on SBA's system using 
estimates for the current period. 
 

LOIT recording procedures depend on timely communication between DOR, SBA and AOS.  We identified 
the following control weaknesses in these procedures: 

 
1. No single agency or department maintained a master schedule of county taxes, rate changes and 

effective dates, and special taxing districts. 
 
2. An adequate audit trail did not exist for CAGIT and CEDIT transactions because county-specific 

fund/centers were not utilized. 
 
3. Inconsistent procedures were employed to record distributions to special taxing districts. 
 
4. Special taxing district distributions were not clearly identified on SBA's Trust Balance History 

Reports.  Instead, they were listed in the same column as special distributions made to counties.  
 
5. Reconciliations were not performed between DOR, SBA and AOS records.  If distributions and 

transfers are correctly recorded and reconciliations are correctly performed, all county and special 
taxing district fund/centers should be zero-balancing.   

 
IC 6-3.5-1.1-8 states:  "A special account within the state general fund shall be established for each 

county adopting the county adjusted gross income tax.  Any revenue derived from the imposition of the county 
adjusted gross income tax by a county shall be deposited in that county's account in the state general fund."  
IC 6-3.5-7-10 states:  "A special account within the state general fund shall be established for each county 
adopting the county economic development income tax.  Any revenue derived from the imposition of the 
county economic development income tax by a county shall be deposited in that county's account in the state 
general fund." 
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STATE OF INDIANA 
AUDIT RESULTS AND COMMENTS 

June 30, 2004 
(Continued) 

 
 

The proper utilization of the state system includes the objectives of:  timely submission of documents; 
proper classification of the transaction; recording of accurate amounts; and verification of correct posting to 
reports.  It should be noted that the Auditor of State system and related reports constitute the official record of 
the budget, cash receipts and disbursements.  As such, the individual agency's accounting system should 
operate congruently with the state system with reconciliations of as much information as is practicable.  (Ac-
counting and Uniform Guidelines Manual for State Agencies, Chapter 1) 
 
 
INFRASTRUCTURE 
 
 As stated in the prior Audit Report B22341, the Indiana Department of Transportation (INDOT) does 
not have complete written internal procedures to ensure that all applicable infrastructure assets are capitalized 
on the Auditor of State's capital asset system.  INDOT has not documented procedures that would enable 
employees to determine which costs and at what point in the process these costs should be capitalized.  This 
results in an understatement of the State's capital assets. 
 
 The Governmental Accounting Standards Board requires the capitalization of additions and improve-
ments of a government's infrastructure assets. 
 
 Each agency, department, institution or office is responsible for compliance with applicable statutes, 
regulations, contract provisions, state policies, and federal requirements.  Compliance is required, as applic-
able, with generally accepted accounting principles, and standards issued by the Governmental Accounting 
Standards Board, Financial Accounting Standards Board, and other standard setting bodies.  (Accounting and 
Uniform Compliance Guidelines Manual for State Agencies, Chapter 1) 
 
 
CAPITAL LEASES 
 
 As stated in the prior Audit Report B22341, the Procurement Division of the Indiana Department of 
Administration maintains a database of lease activity.  Procedures in place to update the lease database do 
not ensure that all qualifying leases are entered into the database, resulting in the database not being com-
plete. 
 
 Adequate lease records should be maintained by the Department of Administration to ensure that 
lease obligations are properly presented in the State’s financial statements in accordance with standards 
issued by the Financial Accounting Standards Board. 
 
 Each agency, department, institution or office is responsible for compliance with applicable statutes, 
regulations, contract provisions, state policies, and federal requirements.  Compliance is required, as applic-
able, with generally accepted accounting principles, and standards issued by the Governmental Accounting 
Standards Board, Financial Accounting Standards Board, and other standard setting bodies.  (Accounting and 
Uniform Compliance Guidelines Manual for State Agencies, Chapter 1) 
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STATE OF INDIANA 
EXIT CONFERENCE 

 
 

 The contents of this report were discussed on May 12, 2005, with Connie Nass, Auditor of State; and 
Anthony Armstrong, Deputy Director, State Budget Agency.  Their official responses to the audit findings have 
been made a part of this report and may be found pages 7 through 10. 
 
 The finding relating to infrastructure was discussed on March 11, 2005, with Tony Hedge, Controller, 
Indiana Department of Transportation.  The official response to the audit finding has been made a part of this 
report and may be found on page 11. 
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